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Q- 

A. 

Q- 

A. 

Q- 

A. 

0~ 

A. 

My nnme is Rob& C. Schoonmak~r, and my bminc& address is Pi 0. Box 

25969, Colorado Springs, Colorado 80936. 

By whom xe you employed and in what cnpacily? 

J nm 3 Vice Presidenl of GVNW Consulting, lnc~, a consnliing firm specializing 

in working with small lelrphone companirs~ 

Are you the same Roberi C. Schconmaker who previously filed Direcl and 

Supplemental ‘Direcl Testimony in Ihis phase of these consolidated dockets? 

Yes_ 1 am, 

\Vhni is the pwposc of your Rebullal T~sljmony? 

In my Rebwlal .Teslimony, 1 viriill be responding IO both the Direct and Kebntial 

Teslimony of various Slaff witnesses and the wilnesses for AT&-f. 

MCYWorJdCom, Sprint, Ameritech and Vctizon. My Rebuttal Tesfimony, on 

behalf oflhe JJTA, will respond to ihe lcstjmony of the olher witnesses exce~11 my 

response io iestimony directed al ihe individual smaJJ company rate-of-return 

showings filed by other witnesses on behalf of the respective individual small 

companies will be limiled lo Staffs proposed federal USF supporl adjustment. 

While a sl~bsianiial volume ofiestimony and recommendatjons (some qmfliciing) 

have been submitted by the various witnesses, my Rebutlal Testimony is 

organized so as to respond lo the following topics and issues: (1) the appropriale 

inputs lo the HAJ Model 5.0~3; (2) how the HAJ Model results should be used in 
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27 

28 

29 

30 

31 

32 

ihis proceeding; (3) the services lo be supporled; (4) the arfordable price for the 

supported services; (5) access charge issues; (6) Slaffs iransititin plan; (7) rhe 

ISCECA as ihe inilial fund ndminislralor; (S) fund ndministralion issws; (9) 

funding melhodology issues; (10) ndminislralion of any Commission ordered 

“tme-up” and (I I) n response IO the Slaff proposed adjnstmeni lo federal USF 

omounls wed in Ihe individual company earnines analysis. 

73 

34 

36 

37 

'S 

39 

40 

41 

Prior IO addressing 111e ksues and lopics discussed above, do you have any general 

comments OT concm~s reloied IO 11x testimony and positions of Ihe Slaft 

whesscs and the wilnesses TOT Ihe older parties? 

Yes; 1 don ln an investigation such 3s this lhot poteniially impacls 50 small 

companies nrrd involves rmmero~s and complex issues, nnfor~l~~n~tely, it is easy lo 

lose sigh1 of ihe jmpncl on individunl compmies 2nd the individual c~slomers of 

those rmpecthe companies. In my opinion. evrry dfori shor~ld be made IO make 

cer~lain this does nof occw in the consideralions and determination of the issues 

42 involved in this proceeding. 

43 

44 

45 

46 

41 

48 

49 

In that regard, it bears repeating ihal ihis proceeding concerns the esfablishmeni 

of am Universal Service Fund for the hjgh cost rural areas served by the small 

companies. As described in my Dired Teslimony, this new Fund will replace two 

existing funds; i.e., Illinois High Cost Fund and the DEM Weighting Fund. In 1he 

y&r 2000 (the year for which the rate-of-relum showing is presenled on an 

individual company basis), the small companies received a lolal of $3,000,000 
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from lhe llhnois Hi& Cost Fund and 3 lolnl oC$10,385,264 from the DEM 

\Vei&lingFund, resulting in lo131 support of%13,385,264. L 

The Illinois Hih C‘OSI Fund, which has been capped al %3,000,000 since the mid- 

1380’s~ covers non-lrnflic sensilive costs, such 3s loop cosls, Ihal were removed 

from access charges (the inlraslnle Cmirr Common Line Charge) where lhose 

costs were kgrea~rr lhan lhe Commission lhen determined to be nppropkrte lo pass 

on IO cnslomers in monthly rate increases. .Jhe small companies’ inveslmenl in 

non-lrnffic sensiliw plzmls ha\;e contirnwd and the cosls have grown lo levels in 

excess of lhe “cnpped” nmormls. 

II should also be run?mbrred thrill lhe DEM Wei_ehlin_e Fund was lo replace on an 

intrnslaie basis revenue tloll~rs lhal the small companies previously received in 

intrasiale access charges. Each of lhe companies’ reductions in access charges 

1m-e from 111e lirsi year of the fund and each year lhereafler exceed the amount of 

what !hc companies received from lhe DEM Weighling Furrd. 

As shown on Attachments #J and #2 IO 1lTA Exhibil2.0,~on lhe average, 

companies received a lot al of $9.59 per line, per month from the existing funds 

with certain companies receiving support in excess of $60.00 per line, per month. 

Taking fhe above history inlo accounl, in my opinjon, it should not be surprising 

thal Ihe rate-of-return showing presenied by the individual companies shows, on a 

collective basis, a need of $14,567,114 (IlTA Exhibit 3.0, Attachment #4) from a 

new Universal S&ice Fund lo replace the existing sources of funding. This is al 
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97 Q~ IJave you calc~~k~lcd the cslirnnicd surchar~epcrccnlage based on a $1~1~6tiillion 

98 JUST7 fund? 

99 A~ Ihave. Using Mr. Clnusrn's cslimale of $4.622 billion as the in~raslale retail 

loo revenues a fond of $14~6 milli@n \vould require a sIlJChaJ~e of a~p’oxirnat+’ 

101 0~32%. ‘Jhiswor~ld eqrtale lo nnlonlhly surcharge on a %30relail bill of $0.096. 

JO2 

103 Q. 

104 h. 

105 

106 

107 

108 

JO9 

110 HAI INPUT ISSUES 

111 Q~ Before discussing the issues related lo the HA1 inputs jn detail in response lo the 

112 dirc~ilestirnonyofl~,ewilnesses,doy~rJ have any general observations J&id IO 

113 lhe leslimony regarding the HA1 inputs? 

114 A. Yes. I beJieve that this whole discussion highlights the questionable validjly of 

115 ihe costs produced by forward-looking cost models and the substantial dXficully 

116 that using these cOsls cart cause. While horn an economic perspeclive, ihere is an 

117 allracliveness from a lheoreiical standpoint for using forward-looking costs. 

118 However, in praclical implemenlaiion there is a wide disparity of opinions and, in 

119 some cases, data available that can make wide variations in ihe forward-looking 
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131 
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137 Q. 

?38 A; 

139 

140 

141 

142 

cost. This leaves ihe Commission in the difficult posilion of lqkg lo Sorl 0x11 

from 3 wtiety of dain. Ihe approJx%~le inpuls lo use based on CO~~fhcl~ng dais fJOJ" 

n wtidy ofso~,rCes and p~e~oicd by vatious parlies lhnl JWI~ have ~JI~CJ-ZJII 

biases in the desired resulfs and ihrls lbe dala lhey choose lo present. 

Js lhe ~mivrrsr ofcompanies Ihnl 3Je lhe srlbjecl of this proceeding r&alive lo lhc 

evalualjon oftbe inpuls? 

Does Staffwiiness Koch recognize this in his leslimony? 

J do not believe that he does. On pages 19 and 2 I of his direct iesiimony, for 

example, he indicales lhal lhe IITA does not adequaiely juslify changes for Some 

inpuls, in f&f, m0~1 of Ihe input changes ihal we proposed. ISis TGSOJI for 

believing that these changes are no1 justified is lhat lhey are based on small 

groups of Illinois companies ralher than all the small Jllinois companies. 
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* . 143 

144 

145 

146 

147 

However: he faili lo recognize ihai the dcfmll inpuls for these ifcms are based on 

eslimales Of lhe Costs ptimnJily Of flOn-llhOis Companies. arld virfllally RO 

COJnp3nicS ihal ;IJe of the sire lhnl 3Je the pJiJ,,Xy foonls of this proceedings ,VjJ. 

Koch simply accepts ~lre defan11 assumptions as being app~~pti~~te whrn they have 

J?O J&YX,CC IO Ihe C@JJlp3JlieS being siodicd~ 

148 

149 

150 

151 

Q~ 

A. 

can )‘OU pJO\‘id? 3 SpCCifiC C3alnpk Of IhiS? 

Yes, rhe cbonge in lhe rnlio or lhe COE switching CX&X'JlSC and tJ3J,S,JIiSSiO,, 

expense raiios IO invrsimrnl ihni is proposed 3s irem # 12 in the assnmp~ion 

152 chances J o~~lline in JJTA Exhibit 2: Allaclmxnl #3 is based on nn analysis of Ihe 

153 

IS4 

155 

156 

157 

158 

159 

160 

CllJEJd arlonl expensrs of Ihr smaJl IhOiS telephone C~)mp3JlirS. nC tJefnlIll 

nssnmplions_ 2s described in the HAJ lnpnl Por~lfolio documenl, JlTA Exhibii I, 

AtlXhJTlWt 3: ~CX these iW0 i,lpUiS 3Je b,aS?d “n 3 ]!?I? Study O,-inC~emenl3~ COSIS 

of New England Telephone Company in New I~lampsl~ire~ Mr. Koch makes no 

explanalion as lo why ihis rigJ+year old siudy of c&s oflhe BOC in New 

Jlampshire is moJe represenlaiive ol’lllinois costs ihan ax the cosls orlhe Illinois 

companies~ihemselves. J do not find ihe support for ihe defaull assumplions 

persuasive al all. 

161 

162 

163 

164 

Q- Mr. Koch also tilicizes your inpul changes because ihey “_ .inflale the economic 

cost of services eligible for USF supporl.. _” and because they “_. .pJoduce 

significant increases in cask”’ Can you respond 10 these crilicisms? 

‘Koch Direct Tees~imony, P. 20. 
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A. While Mr~ Koch is conecl 1hal ihe owra11 resells ofthe assumption changes thal 1 

mzke increase the COSI from costs dewloped under Ihe defaanll assumptions. The 

qwstion ofwhether that, by i~self~ in~alidaies my input changes should not be 

judged si~nply by ihe ~est~lls~ but by the rationale for making those changes. II 

should ~OI be smprising lhal 0~ COSIS for providing WVice ~JI ~~11~31 areas and 

small companies is higher lban the average cosls For serving BOC size companies 

in zm~~s dominsled by wban opcralions. Fnrthcnnore_ Mr~ Koch has simply 

accepted the default assumptions as 11x apprnprinte base IO compare io when 

making these asseriions and asswnes tbal the hi&r results reflects a bins on my 

p. HC makes JIO ailfmpl IO EY~UZII~ ih~ potenlial bias of the ~WJOJXJS of the 

HAI model and ils defaull inpuk ‘Jhe firms who developed and preser~ted Ihjs 

1~~0tlc1 :g~e AT&T and Wo~ldCo~n (fomlerly hlCI)~ .lhese compa~~~es VRJ~ 

concerned \\-itb Ihe res1111s of forwnrtl-looking models 35 yolrnlial {J3yolS inlo 

universal service funds and potenlial payers of untnmdled network element rates~ 

‘lhus there is al least as gresl a potcfitial ihal the defaull inpuls are biased in a 

downward basis as lhere is that 111e lITA inpnls ale biased in an upward basis. 

Q- 

A. 

Can you pro%& any evidence ihal Ihe input changes thal you propose have some 

degree of neulraliiy in regard IO bias? 

1 can provide evidence lo that effect. In response to a data request submitted by 

Commissioner Kretschmer, the IITA calculated lhe impact on ihe universal 

serfice cost of each of then twelve categories of input changes proposed by Ihe 

IJTA, calculating a weighied average for the IJTA companies as a wlmle using the 
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Q 

A 

companies actual access lines as a basis for wt?gJrling The resells of Ibis analysis 

3Je presenlcd in JITA Exhibit #3, Allachmenl 1. Ofthe hvelve categories ofinplll 

cbanees proposed by Ihe n.fA only seyen of lhe twelve produced increases in 

cosls while four caused drcreases. ‘This provides evidence ihat 1 did no1 solely 

choose changes which would increase the costs. Forlber evidence oftbe rationale 

for each of these proposed chan_ees is provided in delail in my direct teslimony. 

In mosl oflhe cases, specific facloal Je3SOnS for makin? the changes r~lnlcd IO lhe 

diffwme ofconditions among lhese small companies and in Illinois specifically 

provide the basis for lhe proposed ch?nges. 

Jn regard lo Mr~ Koch’s commenlsregarding lhe “upward bias” of the JITA 

assumptions. do you have any obswvalions from Al!achmeni 1 lhal ax ~~elevanl lo 

those commenls? 

Yes. While Mr. Koch rejecls ei&i oflhe twelve assumplion chanp,es made by lhe 

JJTA he supporls the two lhai have by far Ihe largest impact in increasing the cost 

causing the “upward bias” that he has concern aboul. Fwlhennore, two of lbe 

eight assumption changes thal he rejects actually reduce ihe USF cost. lithe 

Conimission will study the rationale I have given for making the chanpes 1 have 

proposed, I believe that they will find that these are wefl founded, JegaJdleSS of 

the overall impacl of causing the costs lo increase from those generaled by the 

AT&T sponsored default assumptjons. 

IO 



I. 210 (). 

211 

212 

213 

ZJJ A. 

215 

216 
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219 
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221 

222 
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zzd Q. 

225 

226 

227 A. 

228 

229 

230 

231 

232 

Boil) Mr. Koch and AT&T witness Clarke criticize and reject 3 nnmbrr of your 

inp111 assumptions because lhey Say lhey aJe based on ~JI analysis ibat oses 

embedded costs and thus are not represenlalive of forward-looking COSIS. What is 

yoor response lo ihis rtilkism’? 

I recog~~ize ihal embedded cosis are no1 always indicaiive of forward-looking 

coslsI pn~licularly if the crlnrnl forward-looking 1ecbnoJo~y is diffeienl from the 

embedded 1cctmoJo~y. TJms. lhe use ofembrdded cosis for nna!ysis oJ 

comparisons in delerrnining forward-looking cosls must be done will, some care. 

tlOWeV?J, there are valid xes f@J embedded cosls or cwenl cosls in helping 10 

determine forward-Jookinp cosls OJ the validity offonwd-lookins cost eslimates~ 

‘Jhe MAI model developrrs lRemsel\:es, for exom~?le_ used Ihe re~alionships 

hehVern in~eslmenl 2nd CX~C"S~ 3CCOllni~ for many Oflhe pkml 3CCOllnlS 35 lhe 

basis fOJ eslimaling lhe foor\\~aJdLlooking expenses for many aCcounls. 

Can you give some examples ofpJaces where embedded cosls may be indicative 

oflhe forward-looking cosls or may be used in analyzing forward-looking COSIS of 

various investmmls or expenses? 

Yes. I cm give several. Let’s take land and buildings, for example. These ax 

assets with fairly long Jives. They are also assels where the values have jntxeased 

subslanlially over lime. If the quantities ofrand and buildings are reasonabJy 

cJose lo ihose owned by 1he telephone company, one would generally expect Ihat 

the embedded cosl of land and buildings would be less than, possibly substantially 

less ihan 1he fomard-looking cost of the same assels. If one compares the 
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246 

247 

248 

249 

250 

251 

252 

253 

254 

255 

forwa&Jooking eslimaic wilh the embedded cost and finds a similar relnlionship, 

some confidence can be gained in the forward~looking eslimale Jf, however, the 

forwrd-looking estimate is subslnnlially less than the embedded cost_ srtious 

question could be raised as lo the validity ofihe forward-looking estimnle and the 

rslimslin~ technique. 

Motor vehicles provides anorhcr example. These assels Jxwe reia1ively short 

lives_ five lo eigJ,t years typically, with modes1 price increases OVCJ the past rew 

years. One can generally observe llral lhere have not been siliiicanl IechnoJogy 

changes in this area which wor~ltf change the need for lhese asscls in providing 

service. One could thus gmrrnlly assmne lhnl lhe forward-Jookimg co;\1 of 

vehicles \voldd be modes& hitier than the embedded COSI~ Jf the fc)n\tard- 

looking cost is Iwice the embedded COSI, or halfof+ ii is 1301 unreasonable to use 

this lype ofcomparison 10 COJICM~ ihai lJ)e fonvnrd-looking eslimale is flared 

and that a different eslimale reflective of more realistic conditions is appropriate. 

The analysis 1 did in recommending the change in inpuls for COE switching 

expense and COE transmission expense is another example. For most plant 

specific expense categories, the HAJ developers used relationships between 

current expense and invesfmeni as the basis for estimating forward-Jooking 

expenses. However, in these two categories they introduced an override factor 

that reduced those relalionships based on a now eight-year old New J-fampshire 

study oiNew England Telephone Company ihai indicated an estimated ratio of 

expense lo invesimenl of .0269 for COE switching equipmenl and .0153 for COE 
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271 

212 

213 

274 

275 

276 

277 

278 

irnnsmission equipment. Based on my analysis lilai for 11x Illinois small 

companies these ratios in 1935 were 7~75 4/o and 9~25% resp~ciively. 1 changed the 

inputs for these items IO 7% and 7.5% respeciiwJy. 1 believe lhese changes \vere 

appropriate in relleding the fonvard~looking COSI ofihe Illinois companies and 

arc much more representalive Ihnn is ihe New Hnrnpsbire rlata~ ~Jhese eslimales 

we based on cwrent costs and in\‘eslmcnl~ 1 xn nol :nwJe, DoJ has I\lr. Koch OJ 

DJ. Clxke asserted that Ihere ax any si~nificani Irchnologicnl changes in the 

immediate future lhai will significantly change lhe cost ofrnainlaining ihis 

equipment. The equipment in service ioday is similar IO ihe forward-looking 

eqvipmml being modeled. If, as DJ. Clarke asserts. the fonvxd-Iooking co51 of 

COE swilchinp invesimcnt is less ihan the embedded jnrestmmt~ if an\4hing lhe 

esprnse hAor relalionship shonld be hi&u on a forw:&lookjng basis lhnn Ihe 

embedded rekflionships. My rslimale consen.ntiwJy allowed for some 

prodilciiviiy ~T~PJOWJJ~I and a lowering oflhe ratio horn (he cunml embedded 

level. 1 believe that this type of analysis is a coneci and appropriate use of 

comparisons IO embedded data IO lesi the ~alidily of forward-looking 

assumplions, parlicularly related to this small gmup ofrural companies. 

Q- 

A. 

Does the analysis you used in developing your proposed in@ for cenlral oflice 

switching investment provide another example? 

II certainly does, and an imporlanl one. COE switching inveslment is generally 

the second largest investment category for a small company. As 1 indicated in my 

direct iestimony, a comparison behvcen the HN defavll assumption results for 
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289 

290 

291 

292 

293 

294 

295 

296 
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298 

299 

300 

301 

COE switching inveslmenl and the aclual inveslmenis of 11x company showed 

ihat the forword-Jooking esiimales vwe slighlty more ihnn 509/o of the nc~urll 1978 

company inveslmenls~ ‘JJle defa~ll resnlts were $38 million as compnred IO the 

$72 million in aclual investmenis. The aclual inveslment in COE swilching for 

ihe companies in 2000 was $80 million. YJJle resulls of the assompiions I 

recommend show ;1 COE invesimrn! of $67 million, approximstely 6% less ihan 

Ihe nclual I998 inveslmrnl XXI approximately 16% less lhsn the aclnal 2000 

inveslmenl. Those eslim~~les nre sufficienlly under the xlr~al embedded 

investment io reflect some reduction in the lonvnrd-looking COSI, if there is some, 

11~1~ I believe, we much more redislic than we the defaull assumylions. 

AT&~TWilness Clarke defends the swilchirrg assumptions in Ihe HA1 model 5.02 

by staling that “. ~swilching cosls modeled pursuant lo the FCC Synthesis 

model’s nlgorilhms and data compare closely wjlh ihose modeled by the HAI 5.0a 

model using its default input vaJwzs.“’ Do you have evidence lo presenl regarding 

this siatement? 

Yes, 1 do. As indicated earlier, the HAI 5.0a default assumpljons produce a COE 

swilching inveslment for the Illinois companies of $37 milljon. The FCC 

Synlhesis model, using its default assumptions generates COE switching 

investment of $51 million, approximately 34% greater than the HAI model. I 

wouldn’t consider a 34% difference something that “closely compares”. 

However, the $67 million COE switching investment generated by the IITA 

assumplions is approximalely 34% grealer than the Synthesis Model assumptions. 



302 

303 

301 

305 

306 

107 

305 

309 

310 

311 

312 

313 

31‘l 

315 

316 

317 

318 

319 

320 

321 

322 

323 

Q- 

A. 

v- 

A. 

If one can say ihat ihe HAI model xmmpiions “cIoscly compare”10 the 

Synthesis Model nssnmptjons. then the Il.JA nssmnptions also “closely compare” 

lo ihe S~~mlht-sis Model. 

Jlr. Clarke also crilicizes the comparison of forWard-looking costs because 

“. ..embrdded swilchin~ xco~m~s contnin inveslmenis for eqnipmenl beyond just 

end-&ice swiiches (eggs, landem OJ packet swiichrs).“’ Do any of IJK Illinois 

companies hnye inveslmenls in inndem OJ packei switches? 

No, they do nol. Thus, ihis COJIWJT~ which may apply IO the BOG- is no1 re1evar11 

lo my compr~tison. Dr. Clarke’s slalement lhal largeling modeled swilching cosls 

lo the embedded cosls is ‘I .swe to resell in an orcrestimnie of llle forwxd- 

looking cost of end office swilchinp~. .“is unjrlrlified and inaccurnie in relation to 

llre smnll Illinois Iclt$xne cornpanics. 

Dr. Clarke refers lo IIAI model versions 5.1 and 5.2 in his discussion of switching 

cosls and in other pals of his testimony. Could you comment on his references lo 

lhese versions of the HAI model? 

Yes. In his discussion of switching COSIS he compares these models to the FCC 

Synthesis Model and its results which he asserts “closely compare” lo the HAI 

5.0a model. He seems to be trying to boJsler the use of ihe 5.0~3 default 

assumptions by referring lo the newer versions of the model. In other parts of his 

leslimony he refers lo ihese models lo juslifi assumpiions which differ from 

’ Chke, Teslimony-May 11, 2001, 
3 

p. 8, Lines 17.19. 
Clarke, Teslimony~May 11; 2001, p. 9, Lines 3~1. 
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‘. 324 

325 

376 

327 

32s 

329 

330 

331 

332 

333 

334 

335 

336 

337 

338 

339 

340 

343 Q. 

342 

343 

344 A. 

345 

346 

a data rcquesl lo A.J’&T requeslin_e documentnlion for Ike models. copies orlhe 

models ~hemsclv~s~ and the data IO nm ihem for IIE Jllinois companies. In 

response lo lhis data request_ AT&T provided documentalion for version 5.2 of 

Ihe model only. In rreord IO 11x models Ihemselves alter explaining ihal to nm 

ihesemodek dnla wonld nred lo be prtrchased from an oulside supplier, which 

AT&T has no1 done, il conchldes ils response IO the request Jbr copies of the 

models by slating_ “AT&J does not 11;ve Ihe required dala nor a version ofeilher 

Ihe HAJ 5~ 1 OT 5.2 modrl thal is operational [or Illioois.” Nciiher copia of ihe 

models or iJ>e dain lo operalc them was provided. Since ihesc models are not 

operalional for Illinois and cannel be evalualed, the Commission should not give 

any weight lo references to these models. 

Dr. Clarke spends considerable time crilicizitig the plant type assumptions 

proposed by ihe UTA and the recommendaiion lo choose a higher level ofburied 

plani. Could you commenf on his analysis? 

Dr. Clarke’s primary criticism is that aerial plani is more economic ihan buried 

plan! and thai it has a lower total investmenl cost The results of the HAJ model 

clearlyrefole ihis argumcnl. As shown on Exhibit 4, Attachment I, the overall 

16 



. 347 

348 

349 

350 

351 

352 

353 

354 

35s 

356 

357 Q. 

358 

359 A. 

360 

361 

362 

363 

364 

365 

366 

367 

368 

369 

economic impacl on ImiversaJ sen’ice cosl of inpul change #J _ Plant Type, is lo 

hver lhe &I of~miversal service ralhfr than raise il. Thus DJ. Clarke’s 

argurncnl, which might be true on a nationwide basis: is not lnx in Illinois. This 

is ftwthtr confirmed by fiw~her analysis of the HA1 resells rmder ihe defanll 

nssrnnplions which Dr. Clarke defends, and the JITA assumplions. Total cable 

and wire facility investmen for the small Illinois companies under the default 

assnmplions is $377 million while under the JITA assnmptions it is only $344 

milhn. The model supports the types ofmanaeemenl derisions made by 

company managers in IlJjnois lo hrlild moslly buried plant. 

What additional information do you have to provide in response lo DJ~ Clarke’s 

continned defense ofille HA1 defaull aswmptions? 

J DOIC that tk Clarke‘s defense of these assnmplions is simply a ref?mal back 10 

the HA1 Jnpuls Porlfoljo documentaiiom 1 would noie that in order for these 

nsswnptions lo be valid, nol only would one have to assume construction of a new 

telephone network, but one would also have IO assume the current rebuild ofthe 

eleclric and cable TV networks a1 the same lime. All parties would have lo build 

their networks in a similar time frame and all would have lo agree lo use the same 

type of plant. This is a most unrealistic assumption for a number of reasons as 

discussed in my direct testimony. II is also unrealistic because it does nol 

recognize ihe diffaences in cost characierislics of providing eleclric and 

telephone service ihal lead these companies today lo provide service via differen 

IyPes ofplant in rural areas. Allached as IITA Exhibit 4, Atiachmenl 2 is a copy 
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371 

373 (2. 

37J 

37s A. 

376 

377 

378 
379 
380 
‘Sl 
3x2 
3x3 
3M 

385 

386 

387 

388 

389 Q. 

391 

392 A. 

393 

In adopiing inpuis for its Synlhesis Model did the FCC we inpuls for slmclure 

shating CICWJ IO Ihe HAI default assumptions OJ the IJTA as?wnplions? 

While Ihe FCC adopred S~JW~IIJ~ SharinE assumptions different ~JOIII both the 

nssnmpiions~ The FCC adopted Ihe following sIn~ct~~~e sharing assumplions: 

FOr 3etiat StJlKtUJe,We XSi-m %peJCe,,l OfStruCtUJe COSt in dCJ>Sity ZOJ,eS 

I-6 ad 35 p~~~e~~iofihe cos~sindenSi~y~~~~s 7-9toiheielephone 

compm~. For underground and buried sin~ctnre,we assibm lOOpercent of 

ihe cost 111 density zones J-2, 95 percenl ofthe cost in density zone 3,6S 
pPJc?Jlt Offhe COST in densilyzones 4~6, and 55 p?JCeJIt Ofthe Co51 ill densil~ 

zones 7-9 to the telephone compnny.’ 

J contimx IO recom~n~nrl lo the Commission that lhey use Ihe IITA proposed 

assnmplions regarding stn~clure sharing as lhey ~JF much more realistic lhan the 

HAI default assumptions. 

AT&T wilness Clarke proposes that ihe HAJ defanlt assumptions be modified lo 

refleci different disftibution and copper feeder plant cable fills. Is his rationale for 

these changes consisknt wilh the ration& underlying the default assumptions? 

It is not. His explanafjon for the change is that the default values “_ ..we~e 

designed IO represetii measured fill at ihe central office, rather than be general 

‘Tenth Rqmrt and Or&CC Docket No. 9645, FCC W-304, Adopted October 21, 1999, Released 
liowmber 2, 1999, paragmph 243. 
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‘. 
394 

395 

cable sizing fXiOJS.“3 ‘fhal descriplion is not borne oul by Ihe HA1 Inputs 

Po0folio, (IITA Exhibii 1 1 Allnrhmenl 3). 1 ha\ze allached as IITA Exhibii 4: 

396 All:xh~enl 3 excerpls from the Inpnls Porlfolio sopporling the defantl 

397 CISWJD~I~O~S hJ the Distribulion Cable Sizing FXIOJS which DJ. Clarke refers lo 

39s as the cable fill faclors. .Jhis explanalion makes no indicnlion lhnl they were 

399 tlrsig,cd To rrpresenl measured fill al the cenlrai ofkc as DJ. Clarke 0piJ~. 

400 RZIUI~J lhrre is a clear dcsctiplion which indicnles how the fnCIOJS DJ~ wed as 

401 general cable sizing f3ClOJS. The explannlion lhnl engineers are more concerned 

407 with ihe number of Spare pairs 3s opposed lo the percenla_ees and lhal with smaller 

403 sized cables 8 lower fill fxlor is necessn~y lo pJO%de Some spare pairs is a logical 

401 

405 

406 portroiio fOJ Copper feeder cable smng factors. 

407 

408 

409 

Q- Does the JJN Model Description documeni (IITA ExJ)ibil 1, Alla&men1 2) 

provide additional inhnalion regarding Dr. Clarke’s asserlion? 

410 A. II does. ‘fhe Model Descriplion documeni contains ihe following description of 

411 lheuse of these factors on Page 47: 

412 Sizing factors are iniended IO provide reserve capacity above and beyond the 
413 Jjnes requjremeni determined by the model. If, for inslance, a given cable 
414 segment must ~serve 75 lines and the siting factor XI by ihe model is 0.50, 
415 ihen the large1 cable size determined by the m@el is 75/0.5, or 150. 
416 However, cables are available only in discrete sizes, as shown in Item BY in 
417 Appendix B. The model seleds the cable size 2t OT mosl closely above ihe 
418 minimum size calculaled. In lhis example, this corresponds 10 a 200 pair 
419 cable. Thus, the achieved fill is 75/200, OT 0.375. Generals, the average 



. 420 
421 
422 

423 

423 

425 

426 

427 

428 

429 

430 

431 

433 

434 

435 

436 

437 

438 

439 

440 

441 

442 

413 

nchievrd dislribuiibn fill is si-g~ificanily less ihan is indicaied by ihe rniv cable 
sizing: fnclors shown in Item B 18~ 

This desctiplion clenrly indicaies Ihat 1hc model developers iniendrd lhe cable 

sizing FJCIOJS 3s general sizing fx1ors raiher Ihan as “the mt-asured fill at ihe 

cenlral office’-. 

In adopiing f11I f~tors for we in the S~m~lmk Model, did Ihe FCC recoL~ize 

tliffe~encrs in 1he fill fac1ors based on dmsity zone? 

They did. 1lTA Exhibit 1 i Attnchmeni 4 displays Ihe Jill faclors adopled by ihe 

FCC; ~FICIOJS that are much closer io ihe HA1 defat111 faciors wpporled by AT&T 

:A one time_ 1han ihe faclors now ~?roposed by Dr. Clarke. 

\Vhai is your rrcommmdaiion to the Commission regarding Dr. Clsrke’s 

proposed modificalions IO ihe cable sizing DJ fill fxlors? 

The Commission should reject Dr. Clnrke’s proposal. The faclors supporfed by 

AT&T as the default factors for HAI model 5.0a a,e more approptiale cable sizing 

faclors than are the factors proposed by DJ. Clarke. 

Q- 

A. 

Do you agree wiih Dr. CJarke’s proposed inpuls Tegarding cosl of capital? 

I do nol. I agree with the testimony of Staffwiiness Pregozcn ihal ihe use of ihis 

Amtilech information from a prior period is no1 an approptiaie measure of the 

cost of capital for ihe small Illinois companies. Dr. Clarke’s proposed debt 

slrudure of almost 60% debt is not represeniative of either large or small 
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445 

446 

447 

448 

419 

450 

45 1 

4152 

453 

‘Ii.1 

455 

456 

457 

458 

459 

460 

461 

462 

463 

464 

telephone COmpnieS. .fhe cosl of eqnily from a prior period is no1 Jrpresenlalive 

of the forward lookin_e cosl of rquily of lhe small companies. 1 also agee wiih 

Mr. Pregozm’s discnssion of lhe marly faclors of bnsiness tisk faced by small 

compnnies that need lo be considered in dclermining Iheir cosl of equily. 

DJ. Clarke opines lhnl Ihe TIJJ~~ ~JWS 31~ “morti immwJe lo compclitive 

caniers iJmnvJ~e lo compelilion? 

No lhey are 1101. While mosl of the nerd caticrs do not face compelilion yet from 

p?~~~~llge ihnn the lw~e urban compar)iesl wirekss cmiers 31e R detinile 

compelili\,e ~JIJKI~ lo the small companies and 31~ causing lhem lo lose Jevenucs 

lheywonld olhewise have. 1 expecl lhal KS lyTe of competition will conlinue IO 

pm and may lead lo some customers aclually replacing Iheir land line service 

COJ@eldy with wirekss service. 

Dr. Clarke, on page 10 ofhis May 11 testimony, opines that ihe validity ofihe 

Hti default expense factors, *‘_ _. has generally been afJirmed by the collection of 

expense factors ihal has been adopted by lhe FCC for ils Synthesis model.” Do 

you agree with this asserlion? 
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467 

468 

469 

47 1 

472 

473 

474 

477 

478 

419 Q. 

480 

481 

482 A. 

483 

484 

485 

486 

487 

488 

Dr. Clarke’s choice of this one if,,, ofmany cosls ihat have changed since the 

HAI inpuls were developed serves his desire lo lower lhe overall cost developed 

by lhe model. While the price of fiber may have been reduced since the HAJ 

defaull nssumplions were developed, prices ofother inpuls have increased. Labor 

is another significani contributor IO lhe cosfs prohced by the model. There is no 

doubl that labor cosis have increased since lhe 1996 lime frame which was the 

basis for the cost jnpuls in the HAI model. If cost factors are lo be updated from 
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‘. 489 

400 

491 

the I996 lime period ii would only be approptirrle lo make adjuslmmls fOJ costs 

ihal have both increased and decreased. no1 just one inpnl factor that has 

happened IO drcrease. 

492 

493 USE OF THE HAJ MODEL 

,I 91 

495 

Q- 

496 

477 

499 

499 

500 

5Fl 

502 

503 

504 

505 

506 

507 

508 

509 

510 

A. 

In the leslimony lhal hasbwn prescnled, ~nriorls parlies propose nsin_e resells 

rroln the HAJ model in n wifly or wi”ys. no you have any general c”mmenls 

Tegardin_e these propoSed llSrS Orlhe J?SoilS OflhiS mOdei? 

1 do. In my dirccl Icslirnony, when 1 introduced the IIAI model as 3 tool lo 

eslirnale foor\vxd~l”oking COSIS r@r Ihe smnll Illinois companies I expressed n 

rmmbu ofrrwr\;alions regarding wing the model and its resu~ls~ Ncvcrtheless, 1 

pJ”po”‘d ilS 11x ill 3 broad w3y ns one n,Pxu,e to JnFfi CrJiai” s13111loJy rrjle% 

Whilr rhc ll’1-A I,nd cer~l;lin misgivin_es ,Iboul using this model; it did sopporl lhe 

use of ii m lhe JJJWIJXJ propoxd by the WA. HOWWTJ, in this proceeding ih?re 

Z?JC 3 number “f~pJ”J>“SalS Ihal s+!~$sl a reliance on the model for individual 

c”mpanyresulls and fOJ limilalions on individual company funding lhat go weli 

beyond uses for which the model may be approptiale. There are also proposals 

that the industry and the Commission go lhrough amma updates, a process which 

is likely lo be costly and lime consuming. In reviewitig the use of the model, 1 

recommend slrongly thal the Commission recognize Ihe weaknesses of this tool 

and use it in a minimal manner, ralher ihan as a specific indicator of precise 

company costs and funding requirements. 
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513 

514 

515 

516 

517 

518 

513 

520 

521 

522 

523 

524 

52s 

526 

527 

528 

529 

530 

531 

532 

533 

Q- 

A. 

Q. 

A. 

Whal slatntory requirernenls x~‘s;ts Ihe IJTA Vying lo meet when il proposcd 

introduclion of the HAJ model? 

The slaiule indicnles 11~~11 compnnies may be eligible funding if their “economic 

COSIS“ of providing rmiversd ser\Gce exceed an Affordable rnle and federal soppo~l 

rrceixd. The term “rconomic cosls” is nol deiined in the stnlole. The IJTA 

nssumed. based on discussions ofcosl issues before the Commission in 3 variely 

or cxes over the past sel;eral yc:w_ IJKII ‘JNOSI pariies wur~ld conclude lhal 

“economic cosls” should bejnlerprelrd 3s forward-lookin: cosls. In order lo 

allempl lo simplify lhis proceedin g, the 11TA proceeded on n COUTSC accepljng lhal 

assompiiorr and tried to fashion n reasonable resnlt using 11~31 nssomplion and Ihe 

Iinrilations oiihe SIFIIUI~. )lowo~r_ xiih the specific proposals for using the HAi 

based sludies lo limil comyanirs ability lo rccrive fwxiing Ihal assmnption will 

be challenged and iested in this proc-ecding 

Can you describe some of the specific proposals tha1 CO~JCFIT) yen? 

Yes. Staff witness Jloagg proposes ihal IJX JMJ model results be used lo limit 

and climinale lhe finding for individual companies where the analysis of HAJ 

cost compared lo lheaffordable rale and federal suppoll shows the company 

needs liilk orno suppori. AI the same lime he proposes lhat companies where 

thal analysis shows a great need ~OJ support be denied thal support and Jimiled by 

the rale-of-relum lesl. 
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535 

536 

537 

538 

539 

540 

541 

542 

513 

544 

441 

546 

547 

548 

549 

550 

551 

552 

553 

554 

555 

556 

AT&T wiiness l~fegsirom proposes thai lhe HAJ model be used lo elrmnn~e 

compnnics from funding eligjbilily if their HAI calculaled xcess cosls ze less 

than llxi~ (~‘omrnission mandnled access r3lcs. 

Verizon wilness Beawnis proposes IhI companies whose JiRJ cosls are above 

Iheir Commission mmdaled xccss ralcs should be required lo raise Ihcir access 

rales to ihe HAI COSI level. 

Each oflhese proposnls xzumes 3 wlidily lo the HA1 cosl res~xils_ most 31 an 

indiGdua1 compnny level_ that is beyond n reasonable expeclnljon for Ihe model 

bccrmse of 111~ model hnilalions 1 described in my direct leslimony. 

Q. 

A. 

Whnl has been lhe reaction lo these proposnls? 

Individunl companies who are jmpacled neplively by ihese propoS3ls xc 

legitimalely responding by lrying lo provide belter eslimales oflheir mdividual 

company costs wiih individual cosl esiimales and indwidual company 

assumplions. While 1 have nol reviewed and am no1 commenting on lhe specific 

assumptions proposed by the individual companies, if the results of Ihe )lM 

model are going to be used on an individual company basis, studies using the 

model but tailored lo individuar company silualions are an appropriale response lo 

some of Ihe infnmiiies of ihe model and ils results. 

Q- Js ihe Slaifposilion JegaJding the use of individual company studies and in@uls 

consislenl? 
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560 

561 

56-1 
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566 0. 

567 

568 

569 A. 

571 

572 

513 

574 

575 

516 

517 

578 

579 

580 

581 

582 

II does not appear io bt- Staffwilness Koch in his rebull31 leslimony rejects most 

ofihe individual input changes proposed by Mr. Petrouske because they are based 

on the companies’ individual embedded costs. Jlowewr, Slaff witness Hoae_e in 

his direct icslimony chwlclerizes lhe individual company HAJ results as proxies 

roar ihe ~4 COSIS~ 0~ C:~D readily infer from Iris ieslimony Ihal w]dies bnsed on 

indi\*idnnl company ;np~s refkcling the “real” cosls of 11x company arc 

prefernblr IO lhe JJAJ proxy COSiS alld e~?,~ more pJe&bJe 10 lhe NL?~? proxy 

cost lhnl llle IJTh propox. 

Dors the slah~e limil the Commission’s ability lo we proxy cods lo only 

ihat limilalion. The relevanl pari ofSecljon 13.301(d) slales: 

In esiablishing any such universal service supporl fimd, the Comrn~~s~~n 
shall, in addition lo lhe delerminalion ofcosls for supported services, 
consider and make findings pursuant to paragraphs (I), (2), and (4) ofilem 
(e) of this Se&on. Proxy cost, as determined by the Commission, may be 
used for ihis purpose. 

II appears lo me that the slaiule gives Ihe Commission wide discrelion in 

delamining and using proxy costs in making the determinations referenced in lhe 

previous sentence. While the sentence does nol mention iheuse ofproxy 

revenues, it ccrlainly doesn’t prohibit il. If the Commission chooses lo use as a 

proxy foT ils determinaiion lhe Cosl oflhe small companies as~a whole, ii would 
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581 

600 

601 

602 

603 

JIOI be 31 all rcssorlnble for the Commission lo nse the revmnes of the companies 

ns n whole in meeting the lesis described. This is particularly lme in light of the 

Commission’s expressed inlrnl lo impose a non-slalulori~y based earnings 

limilntion IPSI on IJSF funding x wII~ 

Mr. Iloagg, in his Direct Testimony_ ctilicizes the IITA proposnl lo we HAI 

rcsnlis co~npared to rex)cmIe 3rd s~pporl results ror the small Illinois companies 

ns ZI whole for 3 nmnber ofrensons. Cm, you comment on his rarion~le? 

Second, as discnssed above, Mr. Hoagg appears lo argue for individual company 

studies rather than the HAJ studies that he characterizes as proxy studies, while 

fellow staff witness Koch, dismisses such studies as inappropriate. 

Third, Mr. Hoagg z~rgnes lhai the use of the HAJ studies as proposed by the Slaff 

“...should nol prejudice inapproprialely the interest of any JITA company.” 1 
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6005 

SD6 

607 

608 Q. 

609 A. 

610 

611 

612 

613 

614 

615 

616 

617 

618 

619 

620 

621 

622 

623 

624 

625 

626 

627 

have prepared an analysis thai clearly d~mons~rn~es that the interests of several of 

the small Illinois companies inleresls will be svbslanlinlly preiudiced 

Would you please describe 11x analysis 1hn1 you have conducted? 

Yes. under the pJOpOsd ofsiaff ns hdOp?d ill slaff’s rebullal l?Slimony, Mr. 

Koch. in Slaff Exhzbll 5.0, Schedule 1 idrntities 6igh1 ro~npanies who arc ~otntly 

prrclnded from receiving JUSF s~Jppori as a resuti oflhe HA1 timilalion proposed 

byMr. J-longg. I have analyzed the i~npncl on lhw eight companies ofthis JUSF 

funding lirnilalion proposal. JITA Ezhibil 4.0: A~lnchm~nl 7, proGdes this 

analysis~ Two allemalks aJe prescnletl, tbe first based on lhe initial amonnls 

Jqucsled by ihe companies IO nchiwe the agxrd qxx~ mle ofrelum_ lhr second 

based on lhc sl3ff rccommc-nded snyporl nn~oun~ lo nchicw the snmc rclum. For 

r3Ch ~~~~~~~~ ihe SUppOJl ;IJ~lOtlnl nfCeSS;lry IO ;Ichie~~e Ihe 3ppJOpti3te JJle Of 

return is divided by access lines and by twelve to cnlcula~e a supporl amount per 

line per monlh. That amounl is lhen added IO ihe werage basic service rate for 

the company lo esiimate the rale ihal would be nwded IO provide basic service,, 

absent any TUSF support. 

The resutls of rhe analysis shows that only one of Ihe cornflanks, HatisonvilJe, 

would have a rate less than the affordable rate of $24 proposed by the staff. One 

her Odin would hax a rate only slightly above thal amounl. For lhe remainder 

of the companies, under staffs analysis of the needed support level, the rates for 

ihe companies range Erom $39.01 to $79.2 1 per month. these rates, for basic 
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‘. 675 

629 

Ser?ke Only and exchlding rrder31 XC charges, Iaxes, SI:JC~J_~~S, elc,. are 

b~lmwn 62% and 2299~‘0 above the Staffproposed affordable J3if. 1 believe this 

630 analySiS Ckdy demOnStr31eS lh31 Ihe inlereslS or SOrne of the wrA cOJTJ~WIKS 

631 will be prejudiced~ 

632 

633 

634 

636 WJalysis? 

637 

618 

639 

640 

64 I 

642 

643 

644 

641 

646 

647 

MB 

649 

A -,hFJF 3JfZ real cosl differences behvcrn the companies in IlJe lllinois .~ou)I, 

allhon_Eh the AT&T wilneSSrs appxenlly rcc~~~~ize that the lb11 motlt-t does not 

do a paJlicularly sood job aI :~c~alrly idmlif~lny those difrtJeJICICS by company~ 

While Ihe aWJa%e TOSI rK31i be 3 hnirly zood reprcS~~llaliOn Of the g~O?lp 3s 3 

whole, jl does not J~~JCSWI the cost of each individual company well at all. Jf 

this average cosi is aittibuled IO all the companies individually, bul compared lo 

Jevmues and support amounts lhal are based on higher or lower acid cosls, the 

reselling USF fending will be inappropriately disttibuted between the companies. 

7he use ofthe average cost, as proposed by Ms. Hegsirom, produces the same 

overall support level, but disiJibules a higher portion than necessary to lowcosi 

companies and a lower portion lhan appropriate IO hiej-cost companies. 

Q- What is the appropriale use of the average cosi then? 

29 



‘. 
650 

651 

652 

653 
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658 
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657 

658 

659 

660 

661 

662 

663 

664 

665 

666 

667 

668 

669 

670 

671 

672 

A. 71~ apppropriale use is that made by ihe JlTA in its initial proposal. The ovrraJ1 

costs developed by the HA1 model are compared lo ihe revcm~es and support 

revenws received by the 1014 .qoup of comp;lnies fo delermine whether the 

compnnics 3s 3 whole pass Ihr s1~1111ory WI. The embedded rarnings analysrisz 3s 

reqxkd by the Commission is iJxn used lo drtrrmme lhe Jimding lewl for Ihe 

individunl companies based qxm their rnmings nretl. 

Q- 

A 

Amrtilech witness O’Brien on pages 2 throogh 4 of his rebt~ilnl leslimony 

discusses ihe infirmities of Ihe 11AJ model and supports the we of lhc embedded 

eaminss lesl as 11~ sole nxnns of delenninil)g nlSF fiundin~. Do you :~~gree with 

his discussion and concJusion7 

I rlo~ As Mr, O-Linen has npily pointed o~lf_ thc~e 3,~ m;lny COJJCP~IS with the use 

of the HAJ model, wifh vaiyi~~g ~inprlts for iJ)e model. and with 1J1e rewl!s ofthose 

models. He properly concludes on page 3 of his teslimony that the HN rnodcl 

should only beused as a “...general acknowledgemerrl ol-ihe Section 13-301(d) 

requirement.. _” and that the model camof be used ‘L for any cost/revenue 

comparisons for any individual company.” His conclusion is that ‘*_ .Ihe 

Commissions should afford RO weight !O Ihe HAI model, wheiher for a specific 

company or,in total, when determining the amount of any high cost funding 

needs.” Mr. O’Brien ihen snpporls ihe use of Ihe general methodology proposed 

by the Staff and the IOTA in conducting an earnings analysis lo determine IUSF 

funding. I agree wholeheartedly with Mr. O’Brien. 
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675 

651 

682 

688 

691 

693 

694 

695 

Q- Does the recenl order ofthe FCC in regard lo ihe recommendalion of the Rnrnl 

Task Force support the concerns lhnl Mr. O’Brien has regarding the JIAJ model? 

SERVJCES TO BE SUPPORTED 

Q. 

A. 

Have ihe parties. in their dirrcl and rebutIn lrstimonjcs filed in May, dirrcred 

si~gmnificanll~ over lhe list of srmjces ihal sbo~~ld be s~~pppporied‘? 

Not sipnificanily. Mosi of lheparlies haye supporled the lisl of services adoplcd 

by the FCC as an appropriate lisi of supporled services. Vetizon wilness 

Beauvais has added IO that Jisl one item IO IJX list, white pages direclory lislings_ 

and has clarified ihe definition of access to interexchange carrier by adding”of 

thecustomer’s choice” IO the end of lhai item. As Mr. Beauvais recopl~izes; the 

cosi of the white pages directorj listing is relatively small and no1 of significant 

consequence. While the clatifica~ion of access to inferexchange caniers provides 

a cltificalion;J do not believe it changes the requirement al all since federal 

slatnte and federal and state rules require ihe provision ofpresubscription as the 

means of offting access lo interexchange carriers and thus the cuslomer choice 

requirement is implied in ihe requirement as it is staled by lhe FCC. 
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716 

717 

Q- Are ym awnre of the recenlly passed Illinois datole reqoirin~ Ihe provision of 

advnnccd telecommunications services to 80% of each company’s cuslomers in 

ihenevl three and 3 J~alf yenrs? 

A. 1 only became nw.vsre of it in the pas1 two lo lhrre dnys~ As J nnderstand it, the 

SILIW~ is still awaiting the governor’s signature. If this ncl is si_pned inlo lnw. ihe 

Commission should sive c~rcf111 consideration IO the need IO add ihe proy-ision of 

advanced teJecommunicaiions services lo ihe lisi of supported serviccs~ Given the 

basis of the funding proposed by the IlTA lhnl is assorialed solely will1 the 

embedded cost earnings snalysis, adoplion of this provision will noI immedialely 

nfkfect the funding KSIIJIS and CXI probabJy be delqed unijl !he next phase of this 

proceediq Howewr, 1 should point out lhai 11x adoplion of Ihis legislalion 

Jnrgefy alfevinles one of the concerns espressed by SI~fTmilness Hoqg abo111 

solely nsins the embedded cost earnings levels IO de\:elop the IUSF fwdmg 

amounfs. He expressed the concern lhai some companies might build networks of 

ihe type now contemplaied by Ihe legislation awiiing the governor’s signature 

and receive fundinp for such networks under the embedded iunding melhod. 

Given Ihe expressed requirement of ihe legislature such a ~esuli would apparently 

be entirely approp<ate. 

Q. Afthougb there was general agreement regarding lhe list of supported services, 

there were varying positions regarding what lines should be supported. What is 

your position in regard lo this issue? 
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735 
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737 
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In regxd lo pwlnbilily the slaiuie q:~rding Seclion 13-301(d) specifirs fhnl rUSF 

hnds hxn rhat fimd 3x only available lo compnnies who wc~e receiving suppo~~i 

nndu Ihe rnrren( high COSI fund and DEM weighling Fonda The parlxs hale 

agreed to delay the discussion ofportability of Ihe WSF and whether and x+hen 

the JUSF finds proposed under Section 13-301(d) would transfer IO a 13-301(e) 

fund which, co~dd be portable. Thus the issue of portabiJify will be discussed in a 

later phase of lhis proceeding. 

Second, under the proposed funding deferminjlion proposals by various parlies in 

this case, the primary determinant of the NSF funding amount is the overall 

company embedded cosl earnings delmination. This funding determinalion is 

limited by an amount needed to achieve a given earnings level of~the company 

irrespective of the number of lines ihe company scrvcs. Thus the number of 
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716 

538 

7.11 

756 

761 

762 

763 

supported lines J~as no relevnnce to the delennination of frmdin_e, as proposed by 

the parties in this case. 

Q- Does lhe IlTA have a position on ihis issue if the Commission makes a 

rlercrrninai~on? 

Yes. The IITA wpporis the provision of JUSF funding to all lhe companies lines 

consistent wilh the FCC method oPyroviding federal supporl~ 

TJIE AFFORDABLE PRlCF FOR Sl.JPJ’ORTED SERVICES 

Q- In anivinga~ an affordable rate as described in the stalute what chnnclerisiics 

shonld the Commission have in mind in determining the :rJcrdable rate? 

l%si_ the Cornn~ission should keep in mind lhal the issue of affordability is lo be 

judged in the contex I of tile pnbJic policy goal ofprovidins “universal” local 

lelrphone servire~ ‘Jhns, the concepi of affordability should be judged in ienns of 

n standard which will provide service at a rate where the vast majority of 

cusiomers can and will purchase localtelephone service al the determined rale. 

Second, Ihe affordabJe rate described in Ihe statute is lhe rale for basic service, but 

the affordability of that service will depend not only on lhe rate for basic service, 

bul the additional rales and charges (federal SLC, taxes, mandalory surcharges, 

etc.) Third, rhe FCC has given the slate commissions rhe responsibility of taking 

inlo account such factors as local calling areas, socic-economic factors, elc. in 

delermining the availability of universal service. The Commission should 

consider such faciors in making its deltxminalion. 
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On Page 8 ofhis testimony Staffwitness Staranczak argues that consideration of 

Ihe iocnl cnlling area 3s R faclor in determining affoordsbility is not reJewn1 

I~ecause it is based upon n “val~xe oTs~n%e” concept. Do you agree with his 

;IJ~WJKJ,t? 

I do not. Primnrily I do not believe that ronsidcralion ofihe local ralhng urea is a 

“value of s&cc” concepl. 1 believe Ihe size olthe local calling 3Je3 has 3 direct 

hexing on the affordability of local SCJYiCe. 

Can you explt~in in detail how Ihe size ofthe local calling 3JP3 afkcl: Ihe 

nfrorurd3bility ofbasic Jocd service? 

1 cYIJL C\~S~MXJS IX !&pfKm SCP~CC hJ 3 Kttiefy OfCCnJNTmiC~tiOn JRedS. 

‘Jhese inclnde such things 3s wr:m$ne mrdiczl services nnd ordetin_e 

~J~SCJ$~O~S. checkirrg on lhe nwilnbilily and COSI ofmatetisls and services for a 

wide vatiely @fpeJSOJmI needs such 3s home and car repair, purchase ofcJoihing, 

recreational needs, elc., commvnicaling with rducalors regarding their chjJdren’s 

educational needs, parlicipation in community and church activities, contaci with 

enmgency services and essential government functions, and social contact with 

friends and relatives. In areas with large local calling areas most of ihese 

communication needs fall within the local calling area and are provided llnough 

the provision ofbasic local service. As the size of the local calling wea 

diminishes, fewer of these conmmnication needs we met within the local calling 

scope. In an exchange sltch as Kinsman, with less than 100 CUSIOJJXIS in the local 

calling scope very few of these needs will be met within the local calling area. In 
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A. 

800 

801 

802 

803 

804 

805 

806 

c) 

A. 

Dr. Siaranczak includes in his testimony six possible methods for delemtining an 

affordable rate. What is your reaction IO these meihods? 

While each has some rationale for contideralion, most of them have significanl 

arbitrzwy hzlors associated wilh them. Others would be difficult lo determine 

until after the fact. For example, one of his altemaiives is IO use 200% of the 

Ametitech Band “C” rate. While there is some logic to using the rale for ihe less 

urban areas served by Amerilech the choice of hvice the raie is loially arbitrary 

807 and has no basis. If the Ameritech rate is fo be used, and ihe Commission has 

808 

809 

found il to be just and reasonable, I would suggest thaf it would be mcxe 

approptiale lo use ihe $13.00 rate itself, rather than hvice the rate. This would be 
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827 A, 

828 
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830 

831 

x32 

JJIUC~ mOJe consislenl with PJoViSiOnS oflhe Telecom~mmira1ions Acl of 1996 

whichl in one of Ihe ptinciples for clevelopingu~~VErsaJ Srrvice. Siales lhai 

SerTicrs in rural areas should be “. ~nvnilable at rates that are rexonabJy 

comparable t0 rates cJ>arged f@J SimiJ:,, StT,+2, i,, Wban 3JKK” 

Anolher rccommendaljon of Dr. Starancznk is Ihe use of a “IevcJ that does nol 

adversely affccl the penetration JZJk-’ He svegests IJ,al becnwr ofthe relative 

inelnsliciiy of local service ihal this Jate might be qnite hl@,. Ilowver, if one 

rcvielss the cunenl penelralion Iale for local service in JJhnois which has been 

declining and is one oflhe loaner Tales in the counlrv, Ihe data w$esls lhat in 

rales might be ftdJy appropriate. 

Ullimalely Dr. Slaranczak chooses as the basis for his recommended rale of.%24 

for residence cusiomers option #3 of the methods he prcsenls. Can you commenl 

on this option? 

Yes. nis method is based on a Bweau ofLabor statistic tiled by Dr. Staranczak 

lhal the average urban wage earning household Spends 1.2% of its income on 

focal telephone charges. Dr. Slaranczak uses this ratio (but arbitrarily doubles it) 

lo nnilliply againsl a low income household income of $15,000 lo alive at a cosl 

of local service including all federal and local CJlaJgeS, surcharges, laxes, eic. to 

arrive al a lot al rale of $30. From this he sublracis $6 for Ihe federal SLC charge, 
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excluding. lnxes, Ihe federal SLC, nnd mnndn~or), swcharges of$3. 

3. A naljonal urban average rale ofX19.87 

Each of these rates is exlracted by Mr. Hoops from FCC sxnces and dudies. As 

he explains, each ofthe rales include all charges for local service (slate and 

federal charges, taxes, etc.) 

In arriving at an affordable rate for basic service recognition should be given lo 

ihese additional charges and they should be subfracled from the overall charges 

for local service to arrive at the raie for basic service. Based on Dr. Sfaranczak’s 
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’ . 855 

857 

a59 level (Y27) ihnn four residence service (%2;1). Do yen agreewith this 

GbO recommendnlion? 

861 A. No. While DJ~ SlnrancZlk crilicizes”vzdue of service” concepls specifically in 

S62 

863 

864 

re$!nrd i0 considrtin~ lht iJJt,XKi Of lOCal C3lliJJe 3JCX 01, the 3ffOJdabihly Or J3le5, 

he apparenlly has no1 qualms about using such principles to support a differenl 

affordable rale for business lhan residence ct~slomc~s. J~lis eupl3rlalion for this 

865 difference is lhal “. .bwiness rates are l\picn@ 3 few dollars more than the 

868 

669 

870 

871 

872 

h ioday’s environment it is becoming more aJJd more difficult lo distinguish 

between residence and business cuslomers. Some companies no longer make thai 

disiinclion in lheir iariffs. 1 would slrongly recommend thal this historic aJlifX1 

not be canied forward info the affordable rate concq?l and that a single rale be 

established for all customers. 

873 

874 Q. 

875 

876 

Have you pJepaJed a schedule showing the average basic local service rale for the 

companies and the average rate including lhe addilional charges such as lhe 

federal SLC, laxes, and mandalory surcharges? 

eslimale of .86 per monlh for these charges and nsing 1he FCC average data, one 
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887 
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889 
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893 

894 

a95 

896 

8.97 

898 

899 

I bavr. JJTA Exhibii 4, AllacJmxnl S is chat schedule. 1 haw prepared this 

sched~de to sort lhe companies from the highesl to lowesl based on Iheir lolaI 

payment for local service. The schedule shows for each company ihe toinl charge 

for local service inclndjng the additional chm_ees and the difkrence between the 

Jocal swvice rale and 11x 101d rnle. ‘Jheschedule shows lhal on ~vernge (a 

mm~tic awrnge) the small Jllinois company customers pay over X7.50 in 

nddilional charges (laxes, federnl SLC, mnndaiory surcharges) above the loc~11 

smvjce rate. Only two of the companies have Iold clnrges less lhnn %I 0 snd only 

seven Jwc lotal charges less 1bm%20. This demonskales ~hal Tar mosl oftlIe 

companies ihe iota1 cJ13rge Tar local senice is above >he nniional werage and 

median rates 31 this time md that ihe cun~~~f r&es for ihr vast m~jotily~oflhe 

What is your recommendation regarding the affordable rale? 

1 continue lo recommend, as 1 did in my direct leslimony, thai the affordable rate 

for basic Jocal service be sel al the company’s curreni J&S Jf the Commission is 

persuaded by the arguments of other wjlnesses lo use a singk stalewide rale, I 

would recommend a rale in ihe neighborhood ofs13 10 $ I4 based OJJ WRTI~ 

naljonwide average rates for iolal service cost less a $6 estimate ofother charges. 

Finally, 1 recommend that the rale for residence and business cuslomen be set al 

the same level 
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ACCESS CJJARG~E ISSUES 

Q. 

A. 

0 

A 

What 3~ the proposals of various witnesses rcgarditig XC~SS charges as it relales 

lo this dockcl? 

Tl~lhrre are iwo wry dilferenl proposals reprdine access rates. Verizon wvilness 

Berruvais snggesis ihat JITA companies that ha\ae access rates less lhan the 

indicalcd HAJ cost should raise lheir access rales IO IJle levels indicaled by Ihe 

HA1 cost, thus increasing access re~em~s and rrducing revenues needed from 11x 

JUST under IJX embedded COSI melhodoloey~ AT&T witness J+egslrom, on the 

other hand_ foc~es on 11x companies whose access fates are above lhe HA1 costs 

(she nscs a varieiy of averng.e HAI access COSIS) and recommends that ihose 

toqmks be ineligible IO receive NSF fuundin_e 31 all. 

Do porn a_mec vi11~ Ak Reauvnis’ recommendation thal 11x JITA companies 

whosr HA1 cosls are grealer lhan lheir currenl xcess rales should be required lo 

raise Ihose Tales? 

No, for a number of reasons. First, this proceeding is not a proceeding about 

access rate levels and 1he appropriate meihod for determining access rates. While 

I do nol disagree with Mr. Beauvais’ COI?IJIKW that il maybe lime lo terminate ihe 

Jong-standing Commission poljcy of mkoting interstale access rates (with some 

adjustments and exceptions), there 2, not ihe time and the issue has nol been 

included as an issue lo be deal1 with in ihis proceeding. Second, because of the 

concern about the validily of the HAI data and redls in general which J have 

covered in gealer detail elsewhere in my testimony, I am not al all comfotiable 

41 



923 
’ . 

924 

925 

926 

927 

928 

929 Q. 

937 

936 

937 

938 

939 

940 

941 

942 Q. 

943 

944 A. 

945 

accepting the results cf lhe flAl model 3s the method for eslabJishin_e xcess rates, 

either wing ihe indiGdun1 compxay JPW~IS OJ lk awraged “proxy” re~ulls. Mr. 

Benuvnis’ recommtndntion. jJ ii is IO be consideredr should be done ;%I a diKerent 

lime and in 3 docket \hnl is specifically dealing with the ~stshlishment ofaccess 

J:II?s. 

be eliminated beforc a company can be eligible for receiving Jimding. Ms. 

Jlegsirom’s recommendation appears lo be her allmpl lo limit the size oflhe 

fund by making many companies who are following the Commission’s orders 

regarding the establishment of access rates suddenly ineligible for JUSF funding. 

Is Ms. Hegslrom’s recommendation consisten with the expressed intent of 

identifying the subsidies? 

II is not. The statute indicates ihat the Commission should “. .detennine how 

such subsidies can be made explicit by the creation of the fund.” Ms. Hegsirom’s 
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